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HE economy of the United States has been put through a kind of 

fire drill during the past year. This drill has come off much better 
than might have been expected when one takes account of the awkward 
political division, the doubts and debates about foreign policy that have 
prevailed, along with the decentralization that characterizes our political 
and economic institutions. We shall agree, I am sure, that the performance 
has been surprisingly good in view of these rather difficult and trying 
circumstances, Mistakes have been made, of course; some by private indi- 
viduals in overstocking the larder and in bidding raw materials too high, 
and some by public agencies in holding on to cheap money too long and 
in stockpiling too quickly. From the high ground of retrospection, we can 
readily look back and see the kind of a drill we have put on. What can we 
learn from this brief experience at economic mobilization? 

I shall consider mainly measures intended to bring the economy into a 
state of readiness to provide on short notice the materials required for 
an all-out war, should this unfortunate contingency arise. This objective is 
very different from that of other mobilizations in the history of the United 
States. We have never had occasion to become mobilized and stay pre- 
pared. We are now engaged in accumulating raw materials, building 
plants, and developing an organization to be held largely on a stand-by 
basis ready to produce the armament and related goods required for war. 
The objective, as I see it, is not and should not be primarily that of pro- 
ducing for a short period a large stock of war materials to arm our military 
services and to make arms available to the European countries who are 
joining us in this effort. The basic task is rather one of developing the 
industries of the United States, Canada, and of these European countries 
so that the required flow of war materials can be expanded very rapidly 
should it become necessary to do so. It is my belief, which will of course 
affect the appraisal that follows, that the existing international tensions 
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are of such a nature that we must become and stay prepared for the fore- 
seeable future, which may turn out to be for many years to come. 

In this paper I shall endeavor to do two things: (I) examine briefly the 
economic experiences of the United States as an effort at mobilization 
since late June, 1950; and (II), consider the more important difficulties 
that appear to confront us in achieving and maintaining a state of eco- 
nomic readiness for war. 


I. 1950-51 Economic Mobilization in Retrospect 


Appropriations for the armed services have exceeded expenditures. But 
the hump in the buildup in military claims on the economy has not come 
nearly as soon as was commonly expected. This hump did not materialize 
in the late fall as was at first anticipated; nor did it come during the winter; 
spring came and so has summer and still no hump. Will it put in its ap- 
pearance in late fall as now expected? Or is this hump under existing con- 
ditions a conceptual illusion? I suspect we shall find that the U. S. economy 
has sufficient flexibility to make with remarkable ease a transformation of 
the kind implied by present appropriations to the Armed Services and by 
the timetable set by the Pentagon, as it has done to date, and appears 
likely to do in the months immediately ahead. We have, as I see it, sub- 
stantially overestimated the difficulties of transformation. The economy 
has taken the new assignment in its stride, an achievement which may be 
ascribed to the underlying health and strength of the economy as of mid- 
1950, or to the economic policies that were adopted, or to the combination 
of the two. 

We need to look into these matters in somewhat more detail at this 
point to bring into focus particular policies and programs. I shall consider, 
first, the conventional foci of public management as seen by economists, 
namely: fiscal, monetary, and wage-price controls. 

A. Fiscal. The United States deserves a high score on its fiscal achieve- 
ments during the past year. The federal budget was anything but static. 
Changes in both expenditures and revenue bespeak a remarkable fiscal 
flexibility. Hard as it is in our political system to increase taxes to compen- 

- sate, in this instance, for greatly increased appropriations to the armed 
services, the Federal Government, in fact, closed the year which ended 
June 80 with cash receipts of over five billion dollars in excess of expendi- 
tures. You will recall that Congress imposed higher taxes, and rather 
promptly, by our standards, following the burst in military appropriations. 
It should also be noted that some large items in the budget, for example 
the appropriation for agriculture, turned out to be much less than esti- 
mated when the budget was proposed. Necessarily there has been a lag 
between military appropriations and the placing of orders and between 
these and deliveries. Then, too, the large rise in dollar incomes of corpora- 
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tions and of individuals has increased sharply the flow of revenue into the 
Treasury. 

Clearly, in fiscal policy the United States is on even firmer ground than 
this description of the budgetary outcome of the past year may sug- 
gest. We have come a long way in understanding the role of fiscal 
measures in achieving economic stability. This understanding is not re- 
stricted to economists and their technical journals, but it is sufficiently 
widespread to make it a meaningful factor in policy making in govern- 
ment. All of the major interest groups are aware of the importance of 
fiscal controls. In the business community, there are the outstanding con- 
tributions of the C.E.D.; fiscal policy is well understood by those who 
speak for agriculture; labor leaders are also informed and take a positive 
position in the use of these measures. It would be interesting and, I 
believe, very valuable to know how we have come to this useful under- 
standing of economic policy in this particular sphere. What in our ex- 
perience and education has given us this insight and maturity? 

B. Monetary. In monetary management, the United States has come off 
badly. It deserves a very low score, for it certainly failed the first part 
of the test. Had the Federal Reserve and the Treasury set out in June, 1950 
not only to permit but actively to induce an inflation, they could not have 
done better. Between May, 1950 and May, 1951, Reserve Bank credit out- 
standing rose from 17.9 billion dollars to 23.7 billions. This rise of 5.8 
billions may be compared with less than half that amount in total Federal 
Reserve credit prior to World War II (for example, 2.4 billions at the end 
of 1940). What happened was that the Federal Reserve found itself em- 
bedded in a Treasury policy which made it necessary for the Federal 
Reserve to buy about five billions of government securities to support 
the market of these securities at the level at which they had been pegged 
by the Treasury. Member bank reserve “balances” rose from 15.8 billions 
in May, 1950 to a peak of 19 billions in February and March, 1951. They 
have been reduced slightly since then. This very large increase in reserve 
balance set the stage for a rise in bank loans of about 12 billion dollars. 
The record reads like a perfectly planned inflation. 

It should be said, however, that once the Secretary of the Treasury was 
induced to forego his pegged bonds and cheap money, and the Federal 
Reserve was given some freedom in monetary management, the transition 
was made, so it would appear, with unusual technical skill. By early 
spring, government securities were brought into contact with the market, 
thus lifting from the Federal Reserve the burden of supporting these 
securities substantially above the market as it had been doing. But un- 
fortunately, the damage had been done. The strong anti-inflationary fiscal 
policy of the Government had been nullified. The United States had been 
treated to a large dose of monetary inflation. 
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It should be clear from this and other recent experiences that monetary 
controls are not understood well enough to give us a public process for 
using them effectively. The difficulties are, I believe, rather deep-seated. 
There is much confusion with regard to the possibilities and the proper 
uses of monetary controls, not only among public leaders, but also among 
economists. There continues to exist all too much doctrine on this matter 
among economists; some are disposed to belittle and some to claim too 
much for these instruments. Because these controls proved to be of little 
use in counteracting the deflationary conditions of the early thirties, they 
became discredited and were long neglected. 

The quality of the arguments presented at Congressional Hearings on 
this subject has declined greatly since the early twenties. It is only very 
recently, under the strong leadership of Senator Douglas, that there has 
been a “rediscovery” of the functions of monetary management. However, 
as yet there are only a few individuals in government who understand the 
intricacies of monetary controls. And the same can be said of other public 
leaders. For example, in business, where the C.E.D. has done yeoman 
work on economic policy, no really meaningful policy statement has 
emerged on monetary management. Labor is also confused in wanting 
both less inflation and cheaper money. In agriculture we find a notable 
exception, where most of the leadership has shown an unusually clear 
understanding of these instruments of economic policy. Here again, I wish 
we knew more about the role of education and experience in shaping 
public understanding of these particular controls. 

C. Wage and Price Controls. I find it very hard to discern how well or 
how badly we have done in this area of economic policy. Moreover, I feel 
that I am quite unqualified to judge, because of my strong belief that 
these particular controls have not been appropriate to the circumstances 
that have existed during the past year. As I read the indicators, we have 
very little suppressed inflation in the consumer sectors of the economy. 
Both product and factor prices are quite free and in relatively satis- 
factory adjustment. The controls in these sectors have been and are for 
the most part nominal. They undoubtedly have served some political pur- 
poses. But their economic effects upon the allocation of resources and the 
distribution of personal incomes have been, I believe, very small. 

I shall now turn to the 1950-51 achievements in production. It will be 
my thesis that the realized production has been much better both in 
volume and in composition (military and civilian) than was expected a 
year ago. 

As mobilization got under way after the Korean invasion, the U. S. 
economy had already recovered from the slump of 1949 and appeared to 
be essentially in full gear. Therefore, it was generally held that although 
some additional production would be forthcoming from a further reduc- 
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tion of unemployment, a longer work week, and from normal economic 
growth, a rapid expansion of the Armed Services and of war materials 
could come about only by a very substantial contraction of the production 
for and the flow of goods and services to civilians. Total output appears, 
however, to have increased much more than this expectation implies. 
Where have the additional inputs come from? As yet no satisfactory ex- 
planation is at hand. 

A few figures may be helpful: From April, 1950 to April, 1951, industria] 
production as a whole rose over 17 percent; durable manufactures by 
nearly 25 percent; more specifically, iron and steel is up about 20 percent; 
machinery, 84 percent; cement by almost as much. The output of 
petroleum and coal products and that of industrial chemicals are 24 
percent larger than a year ago. Construction materials are up about 20 
percent, with private industrial and commercial buildings and public con- 
struction in the vanguard. Meanwhile, I assume, we have been accumulat- 
ing stocks of some important raw materials both by private firms and 
public agencies. We can only repeat the question: Where have the addi- 
tional inputs which have made this large rise in production and in stocks 
possible come from? Have they come from the expansion in industrial 
plants and related capital inputs of the past several years? Has a sub- 
stantial part come from the additional factors of production acquired 
from abroad? If it has been the latter, it can hardly continue, in view of 
the acute shortages in stocks in parts of industrial Europe and elsewhere. 

As I read the 1950-51 record, it indicates a larger aggregate production 
than might have been expected and an easy and rapid transformation in 
building plants and producing matériel for the Armed Services. Civilians 
have come off well in the flow of goods available to them and so has the 
Pentagon, considering the orders let and the timetable set. Public 
economic management did exceedingly well in the fiscal area but failed 
in the monetary. The mistaken monetary policy was not corrected until 
well into the first quarter of 1951. Wage and price controls in ‘the con- 
sumer sectors imposed during the year appear to have been largely 
nominal. 


Il. Difficulties in Economie Mobilization in Prospect 


I shall assume the objective is not only to achieve but also to maintain 
a state of economic readiness for war. Suppose the international situation 
continues to be such that a major war is averted, but that we must for 
some years to come be ready for such a drastic contingency; and suppose, 
further, that it will require between 10 and 20 percent of the national 
product to attain this objective. Under these circumstances, what major 
difficulties are likely to arise in managing the U. S. economy? 

The difficulties that will arise are primarily matters pertaining to politi- 
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cal and economic organization, as I shall endeavor to show in considering 
the five questions that follow. 

A. Will a mobilization effort requiring 10 to 20 percent of the national 
product place the economy under a severe strain? Without stopping to 
define “strain” in this context except to relate it to per capita real in- 
come available for consumption, the answer is clearly No—provided we 
can maintain economic growth. 

B. Are we entering fiscal 1952 (that is, year beginning July 1, 1951) with 
major maladjustments in the way resources are being employed and with 
very considerable suppressed inflation in the system? A strong case can 
be made for the negative on this question. The U. S. economy is at the 
moment well balanced; it is in process of meeting both civilian and 
military requirements in the proportion indicated by our public objectives; 
factor and product prices are in general in line with this assignment, 
although the inflation generated by World War II and that permitted by 
the monetary authorities during the past year have impaired rather 
seriously the incomes of some groups in the community. 

C. Are fiscal and monetary controls sufficient to maintain a workable 
degree of economic stability? Take, first, the expansion phase during 
which orders from and deliveries to the Pentagon are on the rise. Here 
the answer falls into two parts. (1) In principle these particular controls 
are fully sufficient for the task indicated; and (2) in practice, however, 
the public process, the Government, and those agencies charged with 
the management of these controls are likely to apply them very im- 
perfectly, (Page the record of the Treasury from June, 1950 to about 
March, 1951!) The difficulty, nevertheless, runs much deeper than the 
mere obtuseness or the inability of those who are responsible for fiscal 
and monetary management in Washington. It is the lack of public under- 
standing, leaving economists aside, especially of the function of the 
monetary instruments, which is the real limitational factor in practice 
and is likely to be so for years to come. Once the expansion phase is over, 
the task will become much harder because the changes in the flow of 
appropriations and in orders may create major economic disturbances. I 
shall now turn to that issue. 

D. Will appropriations to the Armed Services and orders from the Penta- 
gon for plants and goods and the timetables set for their construction and 
delivery be such as to induce economic uncertainty of major importance? 
It is hard to believe that the answer can be other than in the affirmative. 
Here we have, as I see the prospects, a fundamental difficulty hard to 
avert, given our history and institutions, and hard to cope with in an 
economy as decentralized as ours. The difficulty consists of two basic 
problems suggested by the terms “appropriations” and “orders.” There is 
no assurance that either the flow of appropriations or of orders can or 
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will be so managed that economic mobilization and staying ready will 
not become a major source of uncertainty having serious adverse effects 
upon the economy. 

Take first the flow of appropriations. Will they permit long range plans? 
Certainly not. The United States does not have a well established, settled 
foreign policy to guide it through the international tensions and the 
struggle for power that appear to lie ahead. It has had no experience at 
economic mobilization where the objective is to become and to remain 
ready for the contingency of a major war. Not having these, we cannot 
expect Congress and the Executive to provide a steady and dependable 
flow of appropriations. I do not wish to imply that these appropriations 
should not be altered as international and other circumstances change. 
These changes in the state of politics among nations may in themselves 
be sufficient to create much continuous economic uncertainty as ap- 
propriations are adjusted accordingly. But in addition to these interna- 
tional circumstances, we must take account of the way in which American 
political institutions work. And in this case, the magnitude of the ap- 
propriations is so large that it has become the single most important 
variable in the economy. 

Let us take next the Pentagon as a management agency which allocates 
the funds that have been appropriated and uses, say, 10 to 20 percent of 
the national product. Can and will this agency so schedule its orders for 
plants and for goods that they will not induce economic uncertainty? The 
odds are that, even if the flow of appropriations were entirely neutral on 
this score, the Pentagon will become the source of much economic un- 
certainty, A part of this cannot be averted, because of technical advances 
in military equipment and of changes in the art of war. Another part will 
stem from particular elements of flexibility in military programming which 
are desired and obtained by imposing some uncertainty upon the economy. 
There exists a third part of major importance which will arise out of two 
circumstances, namely (1) the unawareness of the Pentagon of the effects 
of changes in the flow of its orders upon the stability of the economy and 
(2) the sheer magnitude of the task of integrating and managing so large 
and so complex an undertaking. 

E. There is still another major difficulty suggested by this query: Is it 
possible for the Pentagon to allocate the resources which are made avail- 
able to it by congressional appropriation in accordance with the maximiz- 
ing principle of economics? The answer is clearly, Yes. But this is not 
what happens. In peace time our Armed Services have been “starved” 
and in war they have been “overfed” with appropriations and claims on 
resources—not the kinds of diets that nurture a healthy respect for the 
principles of economy. Existing circumstances, however, require a pro- 
found change in procedure. The Armed Services have become and may 
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continue to be a major sector of the economy, as will be the case if they 
employ from 10 to 20 percent of the national product. It would be a 
miracle if the malallocation in resources within the Armed Services were 
not numerous and large in the aggregate, given our history, experiences, 
and the existing organization of procurement and allocation of materials 
for the Armed Services. We need very much to develop in economics an 
applied branch setting forth the principles and rules for military eco- 
nomics. This analytical effort should concentrate mainly upon the con- 
ditions that must be met to establish a military organization which will 
have substantial self-correcting capacities in reducing and in eliminating 
malallocations in resources within the, Armed Services. 

The difficulties ahead in becoming and staying ready for the con- 
tingency of a major war should not be minimized. The Pentagon must 
sooner or later learn and apply the principles of economy in its own sphere 
of activities. The flow of military appropriations and orders, once the ex- 
pansion phase is over, is likely to become a major source of economic un- 
certainty for the rest of the economy. Here we have a new potent engine 
for economic instability. During the expansion phase, fiscal and monetary 
management would be sufficient, provided we use them appropriately. In 
relying on these controls, we shall have more of the kind of flexibility that 
is required for economic growth. Given substantial growth, the drain on 
civilians of a mobilization effort that employs 10 to 20 percent of the na- 
tional product should not become a major problem. 
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